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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

yune /, ig2I 



The Index 

THE movements in May of the speculative and 
banking ciirves of our Index Chart give indica- 
tions more favorable to business improvement than 
they did in April. Curve C, commercial paper rates, 
moved downward to the lowest figure recorded since 
April 1920, and in view of the steadily improving bank- 
ing situatioii it is probable that these rates have es- 
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Speculation 

The volume of sales on the New York Stock Exchange 
last month was approximately 17,240,000 shares, an 
increase of 11 per cent from the April total. This is in 
striking contrast to the usual change for this month 
which is a decrease of some 15 per cent. New York 
bank clearings increased from 15,540 million dollars in 
April to 15,850 millions in May or 2 per cent. In pre- 
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INDKX CHART. The items locating curves A, B, and C all refer to comflete calendar months and the points are plotted in the middle of the spaces allotted to the months. 

Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking : Rate on 4-6 Months Commercial Paper, Rate on 60-go Day Commercial Paper. 



tablished a definite, though gradual, downward trend. 
Curve A, speculation, rose slightly. It is too early to 
draw final conclusions from these movements. Our 
index will have to give a favorable forecast for two suc- 
cessive months before we shall be warranted in conclud- 
ing that the period of general liquidation is at an end. 
If the curves during June continue to show the same 
favorable trends that they recorded in May, they will 
justify the conclusion that basic conditions are better 
and, therefore, that the outlook is for gradual improve- 
ment in business. 

The change in curve C is due to a faU in both of the 
series on which it is based (4-6 months and 60-90 days 
commercial paper), this fall being considerably greater 
than the usual seasonal decline for May. The rise of 
curve A is primarily the result of an increase in the vol- 
ume of trading on the New York Stock Exchange, 
average prices of industrial stocks being only slightly 
above the figure for April. 



war years New York clearings were usually somewhat 
less in May than in April. 

The prices of stocks slumped badly during the second 
half of May, a fall of about three points being recorded 
within less than a week in the case of both industrials 
and railroads. At the end of the month the average of 
industrials was the lowest since the middle of March, 
and some shares had estabhshed new low levels for the 
year. Traders were apparently disturbed by the con- 
tinued unsettlement in important industries, and ap- 
prehensive of further dividend cuts or reductions. Bond 
prices lost all the gain they had made since the middle 
of March, raihoad issues being most affected. Yet the 
average price of industrial stocks for the month was 
slightly higher than in April. 

Business 

Dullness and caution still characterize the general 
business situation, but an improvement in tone is now 
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reported from some markets which hitherto have been 
very depressed. The Boston wool market has been 
more active, and the government wool auction, which 
was postponed some months ago because of the state 
of the trade, went fairly well the last week in May. A 
revival in the demand for copper, especially for export, 
led to somewhat firmer conditions in that market in 
the middle of May. The export demand fell off again 
late in the month, as prices were raised, but the out- 
look continues fairly encouraging. Lead prices have 
also advanced. 

The general commodity price situation appears to be 
more favorable. Of twenty-six quotations for impor- 
tant raw materials and foodstuffs, which are carefully 
compiled by the National Bank of Commerce of New 
York, sixteen show increases in May compared with 
April, while six show decreases. This is a decided re- 
versal from April when thirteen showed decreases, 
while only five showed increases over the previous 
month. 

Evidences of improvement are noted in other con- 
nections also. Further increases in the mmiber of 
freight-car loadings are reported, wage reductions are 
being accepted in the building trades, and the raihoad 
crisis appears to have passed the worst stage. Although 
spring business fell somewhat short of expectations in 
the automobile and some other industries, fundamental 
conditions in general show improvement. There are 
still important readjustments to be made, however, 
and some basic industries, notably iron and steel, have 
not yet shown appreciable signs of revival. 

Banking 

Of all the developments of May the easing of rates 
on commercial paper is the most significant. Actual 
average rates in May were about 7 per cent compared 
with upwards of 7I per cent in April. Reductions by the 
federal reserve banks of rediscount rates, which now 
extend to all the federal reserve districts, probably ac- 
celerated reductions in rates by dealers in commercial 
paper, but the encouraging feature of the situation is 
that lower rates are warranted by diminished offerings 
of commercial paper and improved banking conditions. 

In this connection the figures for the total volume of 
commercial paper outstanding, as reported monthly by 
eleven principal dealers to the New York Federal Re- 
serve Bank, are both pertinent and significant. During 
the period of business expansion and rising commodity 
prices following the armistice the volimie of paper in- 
creased from less than 800 million dollars to over 1,100 
millions. The maximum amount, 1,157 millions, was 
reached on January 31, 1920. Since that date the 
amount dropped steadily to 730 millions on April 30, 
192 1, a decline of 37 per cent. This decline is entirely 
consistent with, and undoubtedly reflects, the concur- 
rent decline in general commodity prices. For, be- 
tween the same dates (January 1920 and April 192 1), 
the wholesale price index of the United States Bureau 



of Labor Statistics fell 38 per cent, nearly the same per- 
centage decHne as that shown by the voliraie of com- 
mercial paper outstanding as reported by principal 
dealers. This comparison indicates that the demands 
on banks by business, at least in respect to the sensitive 
commercial paper market, have become pretty fully 
adjusted to the existing lower commodity price level. 

Reasons for further easing of interest rates are to be 
found in the improving condition of both federal re- 
serve and member banks. During the four weeks end- 
ing May 18 the 821 reporting member banks, which 
have about two-thirds of the resources of all the mem- 
bers, reduced their loans and discounts by somewhat 
more than one per cent, and their borrowings from the 
reserve banks by 17 per cent. They still have many 
slow loans, however, and are in a cautious mood. 

The reserve ratios of the various federal reserve 
banks, adjusted for inter-bank borrowing, show clearly 
that the greatest financial strain is in the Richmond, 
Minneapolis, and Dallas districts (with ratios of less 
than 40 per cent) and that the eastern districts have 
the strongest position. Both the banking situation and 
recent business developments point to an earlier im- 
provement of business in the East than in other sec- 
tions of the United States. 

The following table gives the figures for important 
items in the condition of the federal reserve banks and 
of the reporting member banks on the dates of greatest 
expansion and at the present time: 

Combined Federal Reserve Banks 
{In millions of dollars) 



Per- 
centage 
change 



Total earning assets 

Total bills on hand 

F. R. notes in actual circu- 
lation 

Reserve ratio 

Excess reserves 



Maximum 


May 2s, 
1921 


Amount 


Date (1920) 


3,422 


Oct. IS 


2,263 


3,127 


Nov. 5 


1,957 


3,405 


Dec. 23 


2,735 


MramnH 




42.2% 


May 14 


57-6%* 


201 


May 14 


867 



-33-9 
-37-4 

— 19.6 



Reporting Member Banks 
(In millions of dollars) 





Maximum 


May 18, 
lg2l 


Per- 




Amount 


Date C1920) 


change 


Loans and investments f • • • 


17,284 


Oct. 15 


15,449 


— 10.6 


Aggregate deposits 

Bills payable and bills redis- 
counted with F. R. banks 


14,600 

2,278 


Jan. 16 
Nov. 5 


13,448 
1,314 


- 7-9 

-42.3 


Ratio of accommodations at 










F. R. banks to loans and 












13-5% 


Nov. 5 


8.5% 









* Computed on revised basis. On the old basis the reserve ratio and 
excess reserves woiild be 58.8 and 897, respectively. 

t Including bills rediscounted with federal reserve bank. 
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